s 

352.44 
L72DR 
1994 


January  1995 


Office  of  the  Legislative  Auditor 

State  of  Montana 

Report  to  the  Legislature 

Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1994 


Department  of  Revenue 


STATE  DOCUMENTS  COLLECTION 

JUN  3  0  1995 

MONTANA  STATE  LIBRARY. 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59320 


This  report  contains  an  unqualifled  opinion  on  the  financial 
schedules  of  the  department  for  the  two  years  ended  June  30, 
1994.   The  report  also  includes  12  recommendations  for  improve- 
ment of  the  department's  operations  including  recommendations 
relating  to: 


►  Liquor  inventory  procedures. 

►  Income  tax  accruals. 

►  Coal  severance  tax  investments. 

►  Royalty  audit  accounting. 


94-6 


Direct  comments/inquiries  to: 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

PO  Box  201705 

Helena,  Montana   59620-1705 


Montana  State  Library 


3  0864   1003   1578  0 


FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA)  cer- 
tificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1993  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 
Room  135  State  Capitol 

PO  Box  201705 
Helena  MT  59620-1705 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 

Senator  Greg  Jergeson,  Chairman  Representative  John  Cobb,  Vice  Chairman 

Senator  Gerry  Devlin  Representative  Ernest  Bergsagel 

Senator  Eve  Franklin  Representative  Linda  Nelson 

Senator  Tom  Keating  Representative  Robert  Pavlovich 


STATE  OF  MONTANA 


STATE  CAPITOL 

PO  BOX  201 705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


LEGISLATIVE  AUDITOR: 
I  SCOTTA.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


January  1995 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of 
Revenue  for  the  two  fiscal  years  ending  June  30,  1994.   We  issued  an  unqualified 
opinion  on  the  financial  schedules  of  the  department.   Included  in  this  report  are 
recommendations  concerning  liquor  inventory  procedures,  income  tax  accruals, 
coal  severance  tax  investments,  and  royalty  audit  accounting.  The  department's 
response  is  located  at  the  end  of  the  report. 

We  thank  the  director  and  his  staff  for  their  assistance  and  cooperation 
throughout  the  audit. 


Respectfully  submitted. 


Scott  A.  S^acat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


Recommendation  #7 


We  recommend  the  department  implement 

procedures  to  ensure  inventory  records 

accurately  reflect  the  receipt,  transfer 

and  shipment  of  inventory  stock 5 

Agency  Response:  Concur.  Page  B-3. 

We  recommend  the  department  analyze  the 

potential  for  cost  savings  in  shipping 

liquor  to  stores 7 

Agency  Response:   Concur.  Page  B-3. 

We  recommend  the  department  revise  liquor 

store  audit  programs  to  document  procedures 

followed  in  a  physical  count  of  inventory 8 

Agency  Response:   Concur.   Page  B-4. 

We  recommend  the  department  work  with  OBPP 

to  implement  a  budget  which  directs  the 

transfer  of  net  proceeds  from  the  operations 

of  state  liquor  stores  as  required  by  state  law 9 

Agency  Response:  Concur.   Page  B-4. 

We  recommend  the  department  request  legisla- 
tive clarification  of  liquor  merchandising 
costs  limited  to  15  percent  of  net  sales 10 

Agency  Response:  Concur.   Page  B-4. 

We  recommend  the  department  distribute 

income  tax  collections  and  refunds  in 

accordance  with  state  law 12 

Agency  Response:  Concur.   Page  B-4. 

We  recommend  the  department  seek  legisla- 
tion to  repeal  section  15-1-105,  MCA 12 

Agency  Response:  Concur.   Page  B-5. 
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Recommendation  #8 


Recommendation  #9 


Recommendation  #10 


Recommendation  #11 


Recommendation  #12 


We  recommend  the  department  work  with  the 
Board  of  Investments  to  increase  the  invest- 
ment earnings  on  the  debt  service  reserve 
maintained  in  the  coal  tax  bond  fund 13 

Agency  Response:  Concur.   Page  B-5. 

We  recommend  the  department  improve  the  flow 

of  financial  information  between  royalty  audit 

program  and  operations  division  to  ensure  all 

revenue  is  recorded  by  fiscal  year-end 15 

Agency  Response:  Concur.  Page  B-5. 

We  recommend  the  department: 

A.  Obtain  interentity  loans  as  needed  in 
compliance  with  state  law. 

Agency  Response:  Concur.   Page  B-5. 

B.  Investigate  alternative  procedures  to 
ensure  prompt  reimbursement  of  grant 

expenditures 16 

Agency  Response:   Concur.   Page  B-5. 

We  recommend  the  department  establish 

security  procedures  within  the  income 

tax  computer  system  to  prevent  or  detect 

improper  access  to  tax  information 17 

Agency  Response:  Partially  Concur.   Page  B-6. 

We  recommend  the  department  consider  seeking 

legislation  to  repeal  laws  regulating  the 

price  of  cigarettes 18 

Agency  Response:   Partially  Concur.   Page  B-6. 
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Introduction 


IntrodDCtion 


We  performed  a  financial-compliance  audit  of  the  Department 
of  Revenue  for  the  two  fiscal  years  ended  June  30,  1994.  The 
objectives  of  our  audit  were  to: 


1.  Determine  if  the  department  complied  with  applicable  state 
and  federal  laws  and  regulations. 

2.  Obtain  an  understanding  of  and,  if  appropriate,  make 
recommendations  for  improvement  in  the  management  and 
internal  controls  of  the  department. 

3.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

4.  Determine  if  the  department's  financial  schedules  present 
fairly  the  results  of  its  operations  for  the  two  fiscal  years 
ended  June  30,  1994. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  recommenda- 
tions contained  in  this  report. 


Department  Organiza- 
tion and  Functions 


The  Department  of  Revenue  was  created  by  the  Executive 
Reorganization  Act  of  1971.   The  department's  primary  function 
is  the  administration  of  state  tax  laws.  The  department  budget 
included  approximately  669  full-time  equivalent  employees  in 
fiscal  year  1993-94.  The  department  currently  consists  of  the 
Director's  Office  and  five  divisions.   The  duties  and  functions  of 
the  office  and  divisions  are  described  as  follows: 


Director's  Office  is  responsible  for  advising  the  Governor  on 
matters  affecting  the  department,  recommending  changes  to 
Montana  tax  laws  and  policies,  providing  policy  direction  to  all 
divisions  within  the  department,  and  coordinating  the  depart- 
ment's biennial  budget.  The  Offices  of  Legal  Affairs,  Investi- 
gation, Research  and  Information,  and  Personnel  and  Training 
are  part  of  the  Director's  Office. 

Income  and  Miscellaneous  Tax  Division  is  responsible  for  admin- 
istering the  Montana  individual  income  tax  laws,  including 
employer  withholding  and  the  Workers'  Compensation  Old  Fund 
Liability  Tax.   The  division  is  also  responsible  for  administering 
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miscellaneous  taxes  and  licenses  not  administered  by  other 
divisions  including  tobacco,  accommodations,  inheritance,  and 
estate  taxes. 

Liquor  Division  is  responsible  for  administering  the  state  alco- 
holic beverage  codes,  including  taxation,  licensure,  and  regula- 
tion.  It  also  supervises  the  operation  of  the  liquor  enterprise 
activities  consisting  of  a  liquor  warehouse,  state  liquor  stores, 
and  agency  liquor  stores. 

Natural  Resource  and  Corporation  Tax  Division  is  responsible 
for  administering  taxes,  including  corporation  license  tax;  coal, 
oil,  gas,  and  local  government  severance  taxes;  gross  and  net 
proceeds  taxes;  metal  mines  tax;  electrical  energy  license  tax;  and 
resource  indemnity  trust  tax.   The  division  also  is  responsible  for 
administering  the  state  and  federal  royalty  audit  programs 
related  to  mineral  production  from  state  and  federal  lands 
located  in  Montana. 

Property  Assessment  Division  is  responsible  for  valuing  all  tax- 
able property  in  the  state.   The  division  is  charged  with  securing 
a  fair,  uniform,  and  equitable  valuation  of  all  taxable  property 
within  and  among  counties,  between  different  classes  of  prop- 
erty, and  between  individual  taxpayers. 

Operations  Division  is  responsible  for  providing  automated  word 
and  data  processing  services,  detailed  systems  requirements 
analysis,  systems  development  and  maintenance  services,  data 
entry  services,  computer  operations  support  services,  technical 
support,  and  research  services  for  the  department.  The  division 
also  provides  support  services,  including  central  mail  processing, 
cashiering,  accounting,  and  payroll. 
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Prior  Audit  Recommendations 


Prior  Audit  The  financial-compliance  audit  report  of  the  department  for  the 


Recommendations 


two  fiscal  years  ended  June  30,  1992  contained  20  recommenda- 
tions.  We  determined  the  department  implemented  16,  partially 
implemented  one,  and  did  not  implement  one  prior  recommen- 
dations.  Two  recommendations,  related  to  federal  assistance 
programs  transferred  to  another  department,  are  no  longer 
applicable.   The  issue  related  to  income  tax  system  security 
(page  16)  was  discussed  in  the  last  audit  report. 
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Findings  and  Recommendations 


Liquor  Division  The  department's  liquor  division  supervises  the  operation  of  the 

state  liquor  warehouse,  state  liquor  stores,  and  agency  liquor 
stores.   The  division  ships  liquor  to  stores  from  its  main 
warehouse.   The  liquor  in  the  warehouse  is  owned  by  wholesalers 
until  it  has  been  selected  for  shipment.  Then  ownership 
transfers  to  the  state. 


Warehouse  Inventory  Physical  inventory  of  the  warehouse  liquor  is  taken  semi- 

Procedures  annually  in  December  and  June.   After  the  completion  of  the 

inventory  count,  the  division  reconciles  the  differences  between 
the  count  and  the  division's  perpetual  inventory  system.   For 
differences  that  can  be  explained,  division  personnel  adjust 
inventory  records.   When  differences  cannot  be  reconciled, 
division  personnel  adjust  the  accounting  records  and  pay  vendors 
for  stock  shortages. 

We  observed  the  June  1994  inventory  and  made  test  counts.   Of 
the  30  items  we  tested,  we  noted  the  division's  count  for  20 
items  differed  from  the  perpetual  inventory  system.   Ten  of  the 
differences  were  overages  and  ten  were  shortages.   According  to 
division  records,  the  division  had  an  excess  of  977  cases  and  a 
shortage  of  856  cases  in  various  products.   Division  personnel 
found  712  cases  of  excess  and  shortage  to  be  related  offsetting 
errors.  Some  of  the  remaining  144  cases  of  shortage  may  not 
reflect  purchase  of  inventory  from  a  vendor.   For  these  cases, 
vendor  payment  will  be  in  excess  of  liquor  purchased.   For 
products  with  excess  items,  vender  payment  may  not  have  been 
sufficient. 

Division  personnel  attributed  the  excesses  and  shortages  in  the 
inventory  to  several  conditions: 

—     The  perpetual  inventory  does  not  reflect  all  adjustments 
made  to  inventory  during  the  year.   A  vendor  credit  not 
reflected  in  the  perpetual  inventory  made  the  product  count 
of  the  inventory  appear  to  be  short  when  in  actuality  the 
product  count  was  correct.   Agency  personnel  stated  they  do 
not  regularly  review  the  inventory  system  to  verify 
adjustments  made  to  the  system  are  accurately  reflected  in 
the  inventory. 
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Coding  errors  in  transfers  of  liquor  between  various  areas  in 
the  warehouse  are  not  detected  until  the  physical  inventory 
is  taken.   This  occurs  when  an  employee  codes  case  counts 
as  bottles  rather  than  cases  when  transferring  inventory 
stock  within  the  warehouse. 

—  Inventory  was  received  incorrectly.   A  product  was  received 
and  checked  into  the  warehouse  as  one  type  of  product 
when  it  was  actually  a  different  product.  Currently,  there 
are  no  written  procedures  to  be  followed  when  receiving 
inventory  into  the  warehouse. 

—  Programming  changes  made  to  the  inventory  system  in  May 
1994  forced  the  inventory  count  portion  of  the  system  to 
balance  with  certain  inventory  reports  regardless  of  the 
validity  of  the  information.   This  caused  the  inventory 
amounts  shown  in  the  system  to  be  inaccurate.   Agency 
personnel  stated  changes  to  the  system  had  been  made 
without  consultation  with  individuals  using  the  system. 
This  problem  has  been  corrected. 

In  addition  to  the  conditions  mentioned  above,  we  noted  the 
division  has  no  written  procedures  governing  the  count  of 
inventory.   Department  management  can  improve  the  reliability 
of  inventory  information  and  increase  inventory  security  by 
implementing  policies  and  procedures  governing  the  receipt  and 
count  of  inventory.  These  policies  should  ensure  adequate 
safeguards  are  in  place  to  protect  against  loss  and  theft  as  well  as 
ensuring  the  accuracy  of  information  reported  in  the  inventory 
system.   We  believe  the  present  inventory  management  practices 
could  result  in  significant  vendor  overpayments  and  allow  theft 
of  stock  to  go  undetected. 


Recommendation  #1 

We  recommend  the  department  implement  procedures  to 
ensure  inventory  records  accurately  reflect  the  receipt, 
transfer  and  shipment  of  inventory  stock. 
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Freight  Rates  The  division  uses  three  carriers  to  ship  liquor  to  stores.   The 

carriers  charge  the  division  a  mileage  rate  based  on  weight  of  the 
shipment  to  each  individual  store.   These  rates  are  called  less- 
than-a-load  rates  or  LTL  rates.   The  LTL  rates  are  traditionally 
higher  than  full  truck  load  rates.   An  alternative  procedure  is  to 
prepare  a  shipment  to  several  stores  on  an  established  route  in 
order  to  make  a  full  truckload.   Full  truck  load  rates  are  based 
on  a  per  mile  rate  and  a  base  charge  for  each  stop. 

We  compared  shipping  charges  paid  by  the  division  to  cost 
estimates  based  on  full  load  rates  plus  drop  off  charges.   We 
obtained  the  full  load  rates  from  independent  trucking  firms  not 
presently  hauling  liquor  for  the  division.   The  firms  we 
contacted  had  common  carrier  intrastate  authority  and  a  general 
commodities,  liquor,  and  property  classification  to  haul  liquor. 
Based  on  actual  store  order  patterns,  we  designed  two  routes.   We 
compared  the  two  routes  as  follows: 


Division 

Full 

Route 

Stops 

Weight 

Cost  Est 

Load 

Difference 

Helena  to 

Shelby 

9 

44.967  lbs 

$1,162 

$750 

$412 

Helena  to 

Glasgow 

6 

48,446  lbs 

$1,142 

$952 

$190 

We  estimate  that  the  division  could  save  up  to  $14,472  in  a  fiscal 
year  on  these  two  routes  alone  based  on  shipments  twice  a  month 
at  full  rates  rather  than  LTL  rates. 

In  order  to  achieve  a  full  load  for  each  shipment,  the  division 
would  need  to  monitor  liquor  store  orders  and  inventory  levels  at 
the  stores.   After  the  stores  place  orders,  division  personnel 
would  also  need  to  monitor  when  a  full  load  could  be  sent  on  a 
route.  Presently,  the  division  relies  on  the  carriers  to  handle  this 
function.   We  believe  this  would  require  some  additional  effort 
by  division  personnel  and  savings  would  offset  any  added  costs. 

A  department  official  said  deregulation,  which  begins  January  1, 
1995,  will  affect  rates.  The  current  rate  structure  will  no  longer 
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apply.   The  official  said  the  department  plans  to  solicit  bids  for 
its  shipping. 


Recommendation  #2 

We  recommend  the  department  analyze  the  potential  for 
cost  savings  in  shipping  liquor  to  stores. 


Store  Inventories  The  division  ships  liquor  to  state  run  and  agency  franchise 

stores.  Stock  in  the  stores  remains  the  property  of  the  state  until 
it  is  sold.  Store  managers  and  employees  count  the  inventory 
monthly  and  submit  the  count  results  to  division  personnel  in 
Helena.   Stores  also  submit  forms  documenting  deposit  of 
receipts  and  sales  to  liquor  licensees  at  the  5  percent  case  lot 
discount.  Stores  further  document  sales  by  keeping  cash  register 
tapes.   Division  personnel  monitor  sales  by  tracking  inventory 
shipped  to  the  stores  and  subtracting  the  value  of  inventory 
counted  to  generate  a  monthly  sales  amount  for  each  store. 
Department  auditors  perform  on  site  procedures  at  stores  up  to 
twice  a  year  to  monitor  inventory  levels  and  cash  controls. 

In  September  1994,  a  department  auditor  detected  an  inventory 
shortage  at  one  of  the  state  operated  stores.   During  the  physical 
count  of  liquor  inventory,  the  auditor  counted  186  empty  cases. 
These  cases  had  been  counted  as  full  by  the  store  manager  in 
monthly  inventories  reported  to  the  department.   According  to 
department  records,  the  inventory  records  had  been  overstated 
for  several  years.   The  existence  of  empty  cases  had  not  been 
detected  in  previous  department  audits.   The  department 
estimated  the  loss  at  $26,01 1. 

We  reviewed  the  audit  files  for  the  most  recent  audit  and  several 
previous  audits.   We  found  the  program  instructed  the  auditor  to 
count  store  inventory,  but  did  not  specify  procedures  to 
accomplish  the  count.   In  discussion  with  department  audit 
personnel,  we  determined  audit  staff  were  instructed  during 
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training  to  move  or  pierce  cases  to  determine  if  cases  were  full. 
We  believe  the  department  can  improve  audit  quality  by  provid- 
ing more  guidance  in  its  audit  program  and  requiring 
documentation  of  procedures  followed  during  the  physical 
inventory  count. 

In  our  discussions  of  inventory  management  procedures  with 
division  officials,  we  found  division  personnel  have  analyzed 
electronic  cashiering  and  bar  code  inventory  accounting  for 
stores.   A  department  official  said  studies  show  the  potential  to 
reduce  store  inventories  by  15  percent  with  an  electronic 
inventory  system.   The  official  said  other  benefits  include 
income  on  state  funds  not  committed  to  inventory,  reduced  time 
used  in  preparing  store  sales  and  inventory  data,  and  improved 
accuracy  achieved  by  using  actual  sales.   More  accurate 
inventories  could  increase  turnover  of  store  stock  and  decrease 
risk  of  future  inventory  shortages. 


Recommendation  #3 

We  recommend  the  department  revise  liquor  store  audit 
programs  to  document  procedures  followed  in  a  physical 
count  of  inventory. 


Liquor  Profits  Section  16-2-108,  MCA,  directs  the  department  to  deposit  all 

money  received  from  the  sale  of  liquor  and  table  wine  in  the 
Enterprise  Fund.   In  addition,  the  section  requires  transfer  of 
taxes,  licenses  and  permit  fees,  and  the  net  proceeds  from  the 
operation  of  state  liquor  stores  to  the  General  Fund. 

The  general  appropriations  bills.  Chapter  17,  July  1992  Special 
Session  Laws  and  Chapter  623,  1993  Session  Laws,  appropriated 
money  directly  from  the  liquor  Enterprise  Fund  for  programs  of 
the  departments  of  Revenue  and  Justice.     Since  these  programs 
are  separate  from  the  liquor  enterprise,  the  funds  appropriated 
for  them  come  from  the  net  profits  of  the  liquor  enterprise.   The 
departments  spent  $1,260,217  and  $1,440,633  of  liquor  profits 
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directly  from  the  Enterprise  Fund  in  fiscal  years  1992-93  and 
1993-94,  respectively. 

By  allowing  appropriation  of  liquor  profits  directly  from  the 
Enterprise  Fund,  the  general  appropriation  bill  conflicts  with 
statute  requiring  these  profits  be  transferred  to  the  General 
Fund.   The  Governor's  Office,  through  its  Office  of  Budget  and 
Program  Planning  (OBPP)  can  eliminate  the  conflict  between  the 
appropriation  laws  and  statute  by  budgeting  for  the  transfer  of 
liquor  profits  to  the  General  Fund  and  budgeting  the  non-liquor 
operations  in  the  General  Fund.   OBPP  personnel  said  the 
executive  budget  for  the  1997  biennium  will  propose  that  only 
direct  costs  of  liquor  store  operations  and  appropriately  allocated 
indirect  costs  of  these  operations  be  appropriated  from  the 
Enterprise  Fund.   OBPP  will  work  with  the  department  to 
develop  an  appropriate  method  of  allocating  indirect  costs,  an 
analyst  said. 


Recommendation  #4 

We  recommend  the  department  work  with  OBPP  to 
implement  a  budget  which  directs  the  transfer  of  net 
proceeds  from  the  operations  of  state  liquor  stores  as 
required  by  state  law. 


Liquor  Expense  Limit  The  department  sells  liquor  and  table  wine  at  state  operated  and 

agency  stores.   Net  sales,  after  taxes,  license  fees,  and  discounts 
were  deducted,  totalled  $39,609,888  and  $38,659,194  in  fiscal 
years  1992-93  and  1993-94,  respectively. 

The  general  appropriation  bills  Chapter  17,  July  1992  Special 
Session  Laws  and  Chapter  623,  1993  Session  Laws,  limited 
operational  expenses  associated  with  liquor  merchandising 
operations,  other  than  the  purchase  of  inventory,  to  15  percent 
of  net  sales.   Department  officials  said  they  have   interpreted 
appropriation  bill  language  excluding  "expenses  allocable  to  other 
divisions"  as  excluding  costs  paid  from  the  appropriations  of 
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other  divisions  from  the  15  percent  limit.   We  believe  operational 
costs  of  liquor  merchandising  paid  from  appropriations  of  other 
divisions  are  allocable  to  liquor  operations  expense. 

In  order  to  determine  whether  the  department  has  complied  with 
the  15  percent  expense  limit,  the  costs  subject  to  the  limit  should 
be  more  precisely  described.   In  addition  to  clarifying  the  status 
of  allocated  costs,  the  department  should  consider  requesting 
guidance  on  whether  equipment  expenditures  or  depreciation 
expense  should  be  used  in  the  cost  analysis.   By  using 
depreciation  expense,  the  department  can  evaluate  equipment 
investments  over  the  useful  life  of  the  equipment. 


Recommendation  #5 

We  recommend  the  department  request  legislative  clarifica- 
tion of  liquor  merchandising  costs  limited  to  15  percent  of 
net  sales. 


State  Compliance 


The  department  collects  revenue  from  and  enforces  regulations 
governing  over  30  state  taxes  and  fees.   We  tested  the  depart- 
ment's compliance  with  selected  state  laws.   The  following  four 
sections  discuss  instances  where  department  compliance  with 
statute  could  be  improved. 


Income  Tax  Distribution 


Section  15-1-501,  MCA,  requires  the  department  to  deposit 
individual  income  taxes  in  the  General  Fund,  Special  Revenue 
Fund  (school  equalization  account),  and  the  Debt  Service  Fund 
according  to  specific  percentages.  State  law  also  requires 
refunds  of  income  taxes  be  paid  at  the  same  distribution 
percentages  as  were  in  effect  at  the  time  the  revenue  was 
recorded. 


The  department  records  revenue  receivable  and  refunds  payable 
related  to  collections  of  income  taxes  at  fiscal  year-end.   In  the 
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next  fiscal  year,  the  revenue  collected  and  refunds  paid  are 
recorded  as  current  year  transactions.   The  department  then 
reverses  the  prior  year  revenue  collected  and  refunds  paid  before 
fiscal  year-end  to  ensure  the  revenue  and  refunds  are  not 
recorded  in  both  years. 

The  distribution  percentages  for  individual  income  changed 
effective  July  1,  1993.   During  fiscal  year  1993-94  the  depart- 
ment paid  prior  year  refunds  at  fiscal  year  1993-94  rates,  but 
then  reversed  the  refunds  at  the  previous  year's  rates.  The 
Special  Revenue  Fund's  rate  had  increased  and  the  General 
Fund's  rate  decreased  by  3  percent  during  fiscal  year  1993-94. 
As  a  result,  more  prior  year  refunds  were  paid  out  of  the  Special 
Revenue  Fund  than  what  was  reversed,  and  less  refunds  were 
paid  out  of  the  General  Fund. 

The  department  used  the  same  procedures  for  income  tax 
delinquent  accounts  receivable  resulting  in  similar  distribution 
errors.   During  fiscal  year  1993-94  the  department  also  made 
several  minor  transaction  recording  errors  resulting  in  further 
misstatements.   The  net  effect  of  all  accounting  errors  resulted  in 
misstatements  of  recorded  revenue  in  each  fund  as  shown  below. 

Fund  Over(under)  stated 
General  Fund  $  623,415 

Special  Revenue  Fund  $(666,674) 

Debt  Service  Fund  $  43,259 

Department  personnel  said  they  had  put  a  lot  of  thought  into  the 
proper  way  to  record  the  accrual  transactions,  and  thought  it  had 
been  done  properly  at  the  time.   Department  personnel  said 
procedures  will  be  developed  to  ensure  the  problems  do  not 
recur  during  future  fiscal  years.   The  department  should  analyze 
revenue  percentages  prior  to  fiscal  year-end  to  ensure  revenue 
collected  and  refunds  paid  are  in  accordance  with  state  law. 
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Recommendation  #6 

We  recommend  the  department  distribute  income  tax 
collections  and  refunds  in  accordance  with  state  taw. 


Deposit  of  Penalties  and 
Interest 


Section  15-1-105,  MCA,  states  "All  fines,  forfeitures,  and 
penalties  incurred  by  a  violation  of  any  of  the  provisions  of  the 
state  tax  laws,  except  those  paid  to  a  justice's  court,  must  be  paid 
into  the  treasury  for  the  use  of  the  county  where  the  person 
against  whom  the  recovery  is  had  resides." 


Department  legal  research  traced  section  15-1-105,  MCA,  to  an 
1891  act  imposing  property  and  poll  taxes.  These  were  locally 
collected  taxes  and  no  state  taxes  existed.   Over  time,  the  title  in 
which  the  section  is  codified  has  changed  significantly  with  the 
addition  of  various  state  taxes.   According  to  department 
officials,  the  law's  history  does  not  support  its  applicability  to 
state  taxes.  In  addition,  the  administrative  costs  of  distributing 
the  penalties  would  outweigh  any  benefits  to  the  counties.   We 
agree  with  the  department's  analysis. 


Recommendation  #7 

We  recommend  the  department  seek  legislation  to  repeal 
section  15-1-105,  MCA. 


Investment  of  Coal 
Severance  Tax  Fund 
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Section  17-5-704,  MCA,  specifies  money  in  the  coal  severance 
tax  bond  fund,  the  coal  severance  tax  permanent  fund,  the  coal 
tax  income  fund  and  the  coal  severance  tax  school  bond  contin- 
gency fund  must  be  invested  in  accordance  with  investment 
standards  for  coal  severance  tax  funds.  The  department 
administers  the  coal  severance  tax  bond  fund.   The  department 
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has  instructed  the  Board  of  Investments  to  invest  the  debt  service 
reserve  balance  in  the  Short-Term  Investment  Pool  (STIP). 
Income  from  all  coal  severance  tax  funds  are  statutorily  approp- 
riated 85  percent  to  the  General  Fund  and  15  percent  to  the  state 
equalization  account.   The  department  could  potentially  increase 
interest  earnings  by  investing  the  reserve  in  longer  term 
investments. 

Section  17-5-703(2)(a)  requires  the  department  to  maintain  a 
balance  in  the  coal  tax  bond  fund  sufficient  to  meet  coal 
severance  tax  bond  reserve  requirements.   In  fiscal  year  1993-94, 
the  required  coal  tax  bond  fund  reserve  amount  was  $5,923,053. 
In  late  November  1993,  $1,287,158  was  transferred  from  this 
reserve  to  make  debt  service  payments.   We  noted  a  transfer  was 
made  the  previous  year  in  the  same  month  for  a  lesser  amount. 
Since  a  transfer  is  made  only  once  a  year  and  coal  tax  collections 
are  deposited  in  the  bond  fund  30  days  after  the  end  of  each 
quarter,  we  believe  a  significant  portion  of  the  coal  tax  bond 
fund  reserve  could  be  invested  in  longer  term  securities.   For 
example,  if  75  percent  of  the  reserve  had  been  invested  in  bonds 
with  yields  of  5.5  percent  rather  than  at  the  average  STIP  rate  of 
3.54  percent,  an  additional  $87,000  could  have  been  earned  in 
fiscal  year  1993-94  for  the  General  Fund  and  School 
Equalization  Account.  The  actual  percentage  invested  long-term 
will  be  determined  as  part  of  a  comprehensive  investment 
strategy  for  coal  tax  funds. 


Recommendation  #8 

We  recommend  the  department  work  with  the  Board  of 
Investments  to  increase  the  investment  earnings  on  the  debt 
service  reserve  maintained  in  the  coal  tax  bond  fund. 
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Royalty  Audits  The  department  performs  administrative  functions  for  royalty 

audits.  These  audits  are  conducted  for  the  United  States 
Department  of  the  Interior  and  are  fully  reimbursed.   The 
department  bills  the  federal  government  monthly  for  all 
expenditures  directly  attributable  to  the  program.   The 
department  also  receives  indirect  cost  reimbursement  of 
12.5  percent  of  total  personal  services  expenditures  for 
expenditures  not  directly  attributable  to  the  program.  The 
revenue  received  for  indirect  costs  reimbursed  is  deposited  in  the 
General  Fund. 


Expense  Records  The  department  had  $57,420  in  billed  costs  that  were  not 

reimbursed  by  the  federal  government  as  of  June  30,  1994.  The 
department  recorded  a  $39,114  receivable  from  the  federal 
government.     Accounts  receivable  and  revenue  were  understated 
by  $18,306  in  fiscal  year  1993-94.   Department  accounting 
personnel  were  unaware  of  the  additional  revenue  receivable  for 
the  following  reasons. 

--      The  department  billed  the  federal  government  $17,406  for 
one  employee  during  fiscal  year  1993-94  who  had  not  been 
directly  charged  to  the  grant  in  previous  years.  These 
personal  services  expenditures  were  charged  to  a  General 
Fund  appropriation  which  funds  the  state's  royalty  audit 
program. 

The  department  did  not  record  revenue  for  $1,349  in 
indirect  charges  billed  to  the  federal  government  but  not 
received.   We  also  noted  that  if  the  department  reimbursed 
the  General  Fund  for  these  two  amounts  after  receiving  all 
revenue  billed,  they  would  have  a  cash  shortage  of  $449. 

Operations  division  personnel  stated  they  were  unaware  the 
employee's  time  billed  to  the  federal  government  was  still 
charged  to  the  General  Fund  appropriation,  and  therefore  did 
not  record  the  additional  revenue  receivable.   The  department 
was  unable  to  explain  the  cash  shortage  but  believe  it  is  due  to 
accounting  errors.  State  law  requires  all  agencies  to  input  all 
necessary  transactions  to  the  accounting  system  to  present  the 
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receipt,  use,  and  disposition  of  all  money  and  property  for  which 
the  agency  is  accountable  in  accordance  with  generally  accepted 
accounting  principles. 


Recommendation  #9 

We  recommend  the  department  improve  the  flow  of 
financial  information  between  royalty  audit  program  and 
operations  division  to  ensure  all  revenue  is  recorded  by 
fiscal  year-end. 


Unrecorded  Interentity  Section  17-2-107,  MCA,  establishes  procedures  for  obtaining 

Loans  temporary  loans  for  accounts  to  meet  short  term  cash  needs. 

Under  this  statute,  the  department  can,  with  the  approval  of  the 
Department  of  Administration,  get  cash  with  an  interentity  loan 
to  cover  expenditures  of  the  royalty  audit  grant  until  the  federal 
reimbursement  is  received.   With  an  interentity  loan  an  account 
borrows  cash  from  another  account  to  pay  its  bills. 

We  noted  four  instances  where  the  department  charged  expendi- 
tures of  the  royalty  audit  grant  to  the  General  Fund  rather  than 
obtaining  an  interentity  loan.   In  effect,  the  department  had  an 
unrecorded  loan  from  the  General  Fund  and  did  not  get  approval 
for  the  loan  as  required  by  state  law.   The  unrecorded  loans 
varied  from  $10,000  to  $23,000  and  remained  outstanding  for 
periods  of  4  to  13  days. 

Department  personnel  said  the  federal  government  usually 
reimburses  the  department  two  months  after  the  month  in  which 
the  expenditures  occur.  The  billings  are  routed  through  two 
federal  agency  program  offices  before  being  submitted  to  the 
U.S.  Treasury  for  payment,  a  department  manager  said.   Another 
department  official  said  several  of  the  unrecorded  loans  occurred 
at  a  time  when  the  department  had  a  $60,000  interentity  loan 
outstanding.  Since  the  additional  amounts  were  needed  only  for 
a  short  period,  the  department  elected  not  to  get  an  interentity 
loan,  the  official  said. 

Page  15 


Findings  and  Recommendations 


At  present,  the  department  uses  state  funds  to  cover  federal 
program  costs  until  the  reimbursement  arrives.   The  department 
could  reduce  the  need  for  interentity  loans  and  improve  royalty 
audit  cash  flow  by  taking  steps  to  decrease  the  time  required  to 
obtain  a  reimbursement.   Among  possible  procedures  to  speed 
reimbursement  are  negotiating  a  letter  of  credit,  using  the  letter 
of  credit  procedures  of  another  state  agency  as  a  billing  vehicle, 
and  proposing  a  more  direct  billing  process.   According  to 
department  personnel,  the  federal  government  has  declined 
previous  requests  to  establish  a  letter  of  credit  for  the  royalty 
audit  grant. 


Recommendation  #10 

We  recommend  the  department: 

A.  Obtain  interentity  loans  as  needed  in  compliance  witli 
state  law. 

B.  Investigate  alternative  procedures  to  ensure  prompt 
reimbursement  of  grant  expenditures. 


Access  to  Income  Tax  The  department  uses  a  computer  system  to  track  all  income  tax 

Records  returns.   Although,  the  income  tax  computer  system  does  log  the 

identification  number  of  the  last  person  that  accessed  a  tax 
return,  it  does  not  restrict  an  employee's  access  to  only  the  tax 
returns  assigned  to  the  employee.   The  access  log  is  not  routinely 
reviewed,  and  will  change  the  next  time  someone  accesses  that 
return.  As  a  result,  employees  have  access  to  confidential  tax 
returns  for  which  they  have  no  audit  responsibilities  or  other 
need  to  access. 

Section  15-30-303,  MCA,  states  it  is  unlawful  to  divulge  or 
make  known  in  any  manner  the  details  reported  on  any 
individual  income  tax  return.   State  policy  assigns  to  each 
department  responsibility  for  assuring  an  adequate  level  of 
security  for  all  data  and  information  technology  resources  within 
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the  department.   Because  employee  access  to  taxpayer  data  files 
is  not  restricted  and  a  log  of  employee  access  is  not  maintained, 
the  department's  system  does  not  have  adequate  controls  to 
prevent  unauthorized  changes  or  uses  of  confidential  taxpayer 
information. 

A  department  official  said  the  department  maintains  high 
awareness  of  the  confidentiality  issue  with  its  employees. 
Employees  receive  training  on  confidentiality  and  sign  a 
statement  affirming  their  understanding  of  responsibilities  and 
the  penalties  for  breaking  confidentiality  of  tax  records. 

During  our  last  audit,  department  personnel  indicated  they 
planned  to  install  a  program  which  would  limit  employee  access 
to  only  the  returns  assigned  to  that  employee.   A  department 
official  cited  turnover  in  the  data  processing  area  and  the 
priority  of  other  projects  as  the  reason  income  tax  system 
security  was  not  improved.   In  the  last  biennium,  the  department 
programmers  implemented  the  Old  Fund  Liability  Tax  and 
income  tax  changes  from  House  Bill  671,  which  was  later 
suspended  and  repeated. 


Recommendation  #11 

We  recommend  the  department  establish  security 
procedures  within  the  income  tax  computer  system  to 
prevent  or  detect  improper  access  to  tax  information. 


Cigarette  Pricing  The  administration  of  state  tax  laws  is  the  department's  primary 

function.   In  addition.  Title  16,  chapter  10,  MCAs  requires  the 
department  to  regulate  cigarette  marketing.  The  regulation  of 
cigarette  marketing  includes  establishing  the  basic  cost  of 
cigarettes,  the  cost  of  cigarettes  to  the  wholesaler,  and  the  cost  of 
cigarettes  to  the  retailer.   State  law  provides  a  penalty  of  $500 
for  each  unlawful  intent  of  any  retailer  or  wholesaler  selling 
cigarettes  at  less  than  the  established  retail  or  wholesale  price. 
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Department  personnel  estimated  department  costs  to  track  the 
minimum  price  of  cigarettes  at  approximately  $7,000  in  fiscal 
year  1993-94.   The  cost  includes  periodically  determining  the 
change  in  cost  when  the  manufacturers  notify  the  department  of 
a  price  change  and  mailing  costs  to  notify  all  wholesalers  and 
retailers  of  the  change.   Department  personnel  investigate 
complaints  from  competitors  of  a  retailer  or  wholesaler  selling 
below  cost.   According  to  department  personnel,  these 
investigations  seldom  confirm  willful  intent  to  sell  below  cost. 
In  fiscal  years  1992-93  and  1993-94,  the  department  did  not 
collect  any  penalties  for  sales  at  less  than  cost.   Department 
personnel  believe  it  is  not  cost  efficient  to  pursue  penalties  for 
willful  violation  of  the  law  because  the  penalty  does  not  cover 
the  expense  of  pursuing  violations. 


Cigarette  tax  revenue  is  calculated  at  $0.18  per  pack  of  20 
cigarettes  or  proportion  of  that  amount.   The  tax  is  assessed  by 
the  wholesaler  and  is  not  dependent  on  the  sale  price  of 
cigarettes.   Therefore,  tracking  the  minimum  cost  of  cigarettes 
does  not  benefit  state  tax  administration  efforts.   Department 
officials  said  enforcement  of  cigarette  pricing  is  a  regulatory 
function  which  is  inconsistent  with  the  tax  collection  role  of  the 
department.   The  officials  suggested  the  function  may  be  more 
appropriately  performed  by  an  agency  with  other  regulation 
functions.   Department  personnel  believe  the  effort  and  cost 
associated  with  tracking  cigarette  costs  could  be  better  spent 
administering  cigarette  and  tobacco  taxes. 


Recommendation  #12 

We  recommend  the  department  consider  seeking  legislation 
to  repeal  laws  regulating  the  price  of  cigarettes. 
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Taxation  of  Intangible 
Property 


Section  15-6-101,  MCA,  provides  all  property  in  Montana  is 
subject  to  taxation  unless  specifically  exempted.   Under  section 
15-1-101,  MCA,  the  term  property  includes  "franchises  and  all 
other  matters  and  things,  real  and  personal  and  mixed  capable  of 
private  ownership."   During  our  audit,  we  identified  intangible 
property  which  seems  to  be  taxable  property,  but  for  which  no 
property  tax  is  being  collected.   Although  intangible  property  is 
not  specifically  classified,  it  is  not  exempt  from  taxation  under 
section  15-6-201,  MCA.  Section  15-6-138(l)(0)  subjects  all 
property  not  included  in  any  other  class  to  taxation  as  class  eight 
property.  Thus,  intangible  property  is  subject  to  taxation  at  the 
class  eight  rate  of  9  percent  of  its  market  value.   Currently,  the 
department  does  not  separately  identify  and  tax  certain 
intangible  assets,  including  patents,  copyrights,  commercial  retail 
franchises,  and  liquor  licenses. 


Department  officials  said  the  new  commercial  reappraisal  system 
captures  some  of  this  value.  The  officials  said  the  income 
approach  used  in  valuing  business  property  achieves  valuation  of 
intangible  property  elements.   In  addition,  department  officials 
said  certain  industries  are  assessed  centrally,  which  facilitates 
department  efforts  to  develop  fair  and  comprehensive  methods 
of  property  valuation.   We  believe  the  department  has  not  yet 
addressed  the  categories  of  intangible  assets  listed  above. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


(^ititt  iti  tJb^  ^t^hinti'sxt  ^uhiittt 


STATE  CAPITOL 

PO  BOX  201705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  Revenue  for  each  of  the  two 
years  ending  June  30,  1993  and  1994  as  shown  on  pages  A-5  through  A- 14.  These  financial 
schedules  are  the  responsibility  of  department's  management.   Our  responsibility  is  to  express  an 
opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1  to  the  financial  schedules,  the  department's  financial  schedules  are 
prepared  in  accordance  with  state  accounting  policy.   Accordingly,  the  accompanying  financial 
schedules  are  not  intended  to  present  the  financial  position,  results  of  operations,  and  cash  flows 
in  conformity  with  generally  accepted  accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Revenue  for 
the  two  years  ending  June  30,  1993  and  1994,  in  conformity  with  the  basis  of  accounting 
described  in  note  1. 


Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


August  31,  1994 
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FUND  BALANCE:  Ju 

ADDITIONS 
Fiscal  Year  199: 
Budgeted  Revenue 
Nonbudgeted  Revi 
Prior  Year  Trant 
Prior  Year  Revei 

Fiscal  Year  199! 
Budgeted  Revenui 
Nonbudgeted  Revi 
Prior  Year  Iran: 
Prior  Year  Expei 
Prior  Year  Revei 
Total  Additions 


REDUCTIONS 
Fiscal  Year  199! 
Budgeted  Expends 
Prior  Year  Exper 
Prior  Year  Exper 
Prior  Year  Rever 
Support  to  Stat( 
Cash  Transfers  C 
Direct  Entries  1 
Nonbudgeted  Exp< 
Prior  Year  Trans 
Nonbudgeted  Pric 
Nonbudgeted  Pric 

Fiscal  Year  199; 
Budgeted  Expend 
Prior  Year  Expei 
Prior  Year  Revei 
Direct  Entries  i 
Support  to  State 
Cash  Transfers  t 
Nonbudgeted  Exp< 
Prior  Year  Trans 
Nonbudgeted  Pri< 
Total  Reduction! 

FUND  BALANCE:   Jl 
'  See  note  5  on 


This  schedule  is 
schedules  beginni 


DEPARTMENT  OF  REVENUE 


FUND  BALANCE:  June  30,  1992 

ADDITIONS 
Fiscal  Year  1992-93 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Transfers  In  Adjustments 
Prior  Year  Revenue  Adjustments 

Fiscal  Year  1993-94 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Transfers  In  Adjustments 
Prior  Year  Expenditure  Adjustments 
Prior  Year  Revenue  Adjustments 
Total  Additions 


SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1994 

General  Fund 

Spec  i  a  I 

Revenue 

Funds 

$  22,439.436 

Debt 

Service 

Funds 

$  11,648.754 

Capital 

Project 

Fund 

$  187.823 

Enterprise   Nonexpendable 
Fund      Trust  Funds 

$         0 

$  2,421,717 

S521.123.717 

393,778,002 

1,419,638 

22,089 

220,000 

231,048,630 

1,110,753 

90,457 

2,771,207 

48,734,791 
(192,280) 

224,273 

3,492,539 
(3,049) 

50,825,797 
(478) 

3,574 

79,954,023 

(1,512,077: 

(14,896,436: 

539,583 

335,314,624 

1,368,799 

55,642 

271,636,017 
3,131,798 
(39,900) 
201,602 

45,079,257 
1,467,063 

19,839 
95.332.943 

2,311,138 
(159,071) 

50,415,678 

(202,976) 

(4,308) 

29,344 
101.066.631 

70,134,830 
50,760,215 

112.190 

732.178.794 

509,950,564 

5,641,557 

185,092.328 

REDUCTIONS 
Fiscal  Year  1992-93 
Budgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditures 
Prior  Year  Expenditure  Adjustments 
Prior  Year  Revenue  Adjustments 
Support  to  State  of  Montana 
Cash  Transfers  Out' 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Transfers  Out  Adjustments 
Nonbudgeted  Prior  Year  Expenditure  Adjustments 
Nonbudgeted  Prior  Year  Transfers  Out  Adjustments 

Fiscal  Year  1993-94 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Revenue  Adjustments 

Direct  Entries  to  Fund  Balance 

Support  to  State  of  Montana 

Cash  Transfers  Out' 

Nonbudgeted  Expenditures  &  Transfers  Out 

Prior  Year  Transfers  Out  Adjustments 

Nonbudgeted  Prior  Year  Expenditure  Adjustments 

Total  Reductions 

FUND  BALANCE:  June  30,  1994 


39,536,580 

48,135 

1,443 

1,590,846 

354,262,725 


45,653,675 
5,137 


189,770,697 
230,685 


48,701,581 
10,640,928 


25,703 
3,486,022 


50,332,967 
21,355 


278,201 
22,089 
(3,580) 


55,216,349 


14,035,183 
(10,640,928) 
2,349,480 
90,457 

(14,896,436) 


39,609,135 

44,165,670 

49,330,047 

34,825 

1,408 

960,369 

420,933 

444 

7,150 

19,494 

296,127,586 

228,677,970 

48,935,901 

2,242,328 

429,086 
368,362 
(4,345) 
(15,119) 
100,760,471 

22,770,877 

96,584,637 

14,070 

732.178.794 

508,944,261 

108,278.410 

5,754,497 

165,523,689 

;       0 

S  23,445,739 

$  (1.296.713) 

$   74,883 

$  2.727,877 

$540,692,356 

See  note  5  on  page  A- 12. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
schedules  beginning  on  page  A- 10. 


Additional  information  is  provided  in  the  notes  to  the  financial 
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GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

ENTERPRISE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


This  schedule  is  prepare 


DEPARTMENT  OF  REVENUE 


SCHEDULE  OF  BUDGETED 

REVENUE  &  TRANSFERS  IN  - 

ESTIMATE  &  ACTUAL 

FOR  THE 

FISCAL  YEAR  ENDEC 

1  JUNE  30. 

1994 

Licenses 

Charges 

Sale  of 

Other 

Grants, 

and 

For 

Docunents, 

Financing 

Fines  & 

Contracts  & 

Investment 

Permits 

Taxes 

Services 

Merchandise 

Sources 

Forfeits 

Donations 

Federal 

Earnings 

Total 

GENERAL  FUND 

Estimated  Revenue 

$   15,000 

$310,691,105 

$ 

1,000 

$    1,000 

$51,917,001 

$362,625,106 

Actual  Revenue 

13.505 

293.033.179 

340 

129 

42.267.471 

335.314.624 

Collections  Over 

(Under)  Estimate 

$   (1.495) 

(17.657.926) 

$^ 

(660) 

$     (871) 

$(9,649,530) 

$(27,310,482) 

SPECIAL  REVENUE  FUNDS 

Estimated  Revenue 

$3,080,000 

$256,720,986 

$1 

,639,000 

$23,102,004 

$    4 

$  164,403 

$140,000 

$284,846,397 

Actual  Revenue 

4.902.010 

246.758.703 

1 

.741.460 

17.921.626 

0 

115.529 

196.689 

271.636.017 

Col  lections  Over 

(Under)  Estimate 

$1,822,010 

(9.962.283) 

$^ 

102.460 

$(5,180,378) 

$    (4) 

$  (48.874) 

$  56.689 

$(13,210,380) 

DEBT  SERVICE  FUNDS 

Estimated  Revenue 

48,555,000 

$  48,555,000 

Actual  Revenue 

45.079.257 

45.079.257 

Collections  Over 

(Under)  Estimate 

(3.475.743) 

$  (3.475.743) 

CAPITAL  PROJECTS  FUND 

Estimated  Revenue 

2,117,000 

$  2,117,000 

Actual  Revenue 

2.311.138 

2.311.138 

Collections  Over 

(Under)  Estimate 

194.138 

$    194.138 

ENTERPRISE  FUND 

Estimated  Revenue 

$1,453,000 

11,963,000 

$ 

7,000 

$38,543,000 

$40,000 

$  52,006,000 

Actual  Revenue 

1.389.945 

10.300.464 

6.390 

38.647.528 

71.351 

50.415.678 

Collections  Over 

(Under)  Estimate 

$  (63.055) 

(1.662.536) 

$ 

(610) 

$   104.528 

$31.351 

$  (1.590.322) 

NONEXPENDABLE  TRUST  FUNDS 

Estimated  Revenue 

3,714,584 

$  915,000 

$  69, 

,114, 

,006 

$  73,743,590 

Actual  Revenue 

23.441.069 

1.026.136 

45, 

,667, 

,625 

70.134.830 

Col  lections  Over 

(Under)  Estimate 

$. 

19.726.485 

$  111.136 

$i2i 

,446.381) 

$  (3.608.760) 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-10. 
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GENERAL  FUND 

Estimated  Rever 

Actual  Revenue 

Col  lections  Ov« 

(Under)  Estin 

SPECIAL  REVENUE 

Estimated  Rever 

Actual  Revenue 

Col  lections  Ovc 

(Under)  Estin 

DEBT  SERVICE  FUh 

Estimated  Rever 

Actual  Revenue 

Col  lections  Ove 

(Under)  Estin 

CAPITAL  PROJECTS 

Estimated  Rever 

Actual  Revenue 

Col  lections  Ove 

(Under)  Estin 

ENTERPRISE  FUND 
Estimated  Rever 
Actual  Revenue 
Col  lections  Ove 
(Under)  Estin 

NONEXPENDABLE  TR 

Estimated  Reven 

Actual  Revenue 

Col  lections  Ove 

(Under)  Estim 


This  schedule  is 


DEPARTMENT  OF  REVENUE 


SCHEDULE  OF  BUDGETED  REVENUE 

&  TRANSFERS  IN  - 

ESTIMATE 

&  ACTUAL 

FOR 

THE  FISCAL  YEAR  ENDED  JUNE  30 

.  1993 

Licenses 

Charges 

Sale  of 

Other 

Grants, 

and 

For 

Docunents, 

Financing 

Fines  & 

Contracts  & 

Investment 

Permits 

Taxes 

Services 

Merchandise 

Sources 

Forfeits 

Donations 

Federal 

E£ 

irninqs 

Total 

GENERAl  FUND 

Estimated  Revenue 

»1, 515, 000 

$325,548,966 

$ 

1,000 

$    3,000 

$55,780,001 

$382,847,967 

Actual  Revenue 

2.808.130 

540.574.432 

6.808 

350 

50.388.283 

393.778.003 

Collections  Over 

(Under)  Estimate 

$1,293,130 

$ 

15.025.466 

$_ 

5.808 

$    (2.650) 

$(5,391,718) 

$^ 

10.930.036 

SPECIAL  REVENUE  FUNDS 

Estimated  Revenue 

$  140,000 

$207,104,520 

$ 

454,500 

$21,711,994 

$    4 

$  135,701 

$164, 

,892 

$229,711,611 

Actual  Revenue 

169.381 

?07.865.920 

1 

.659.659 

21,024,181 

0 

141.841 

187.648 

231.048.630 

Collections  Over 

(Under)  Estimate 

%       29.381 

$ 

761.400 

$i 

.205.159 

$  (687.813) 

$   14) 

$    6.140 

$  22 

.756 

$. 

1.337.019 

DEBT  SERVICE  FUNDS 

Estimated  Revenue 

$ 

52,003,840 

$ 

52,003,840 

Actual  Revenue 

48.734.791 

48.734.791 

Collections  Over 

(Under)  Estimate 

$^ 

(3.269.049) 

$. 

(3.269.049) 

CAPITAL  PROJECTS  FUND 

Estimated  Revenue 

$ 

3,386,000 

$ 

3,386,000 

Actual  Revenue 

3.492.539 

3.492.539 

Collections  Over 

(Under)  Estimate 

$^ 

106.539 

$^ 

106.539 

ENTERPRISE  FUND 

Estimated  Revenue 

$1,330,000 

$ 

14,035,500 

$ 

6,000 

$35,362,000 

$50,000 

$ 

50,783,500 

Actual  Revenue 

1.596.423 

10.567.560 

6.563 

38.600.605 

54.646 

50.825.797 

Collections  Over 

(Under)  Estimate 

$  266.423 

$ 

= 

(3.467.940) 

$ 

563 

$  3.238.605 

$.4,646 

$^ 

42.297 

NONEXPENDABLE  TRUST  FUNDS 

Estimated  Revenue 

$ 

19,261,060 

$  885,000 

$60, 

,292, 

,003 

$ 

80,438,063 

Actual  Revenue 

23.979.071 

1.308.489 

54, 

,666.463 

79.954.023 

Col  lections  Over 

(Under)  Estimate 

$ 

4.718.011 

$  423.489 

»iL 

ML 

,540) 

$. 

(484.040) 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-10. 
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PERSONAL  SERVICE 
Salaries 
Hourly  Wages 
Other  Conpenss 
Employee  Benef 
Total 

OPERATING  EXPENS 
Other  Services 
Supplies  &  Mat 
Conmuni cat  ions 
Travel 
Rent 

Ut  i I i  t  i  es 
Repair  &  Maint 
Other  Expenses 
Goods  Purchase 
Total 

EQUIPMENT  AND  IN 
Equipinent 
Intangible  Ass 
Total 

LOCAL  ASSISTANCE 
From  State  Sou 
From  Other  Inc 
Total 

TRANSFERS 
Accounting  Ent 
Total 

DEBT  SERVICE 
Installment  Pu 
Total 

TOTAL  PROGRAM  EX 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget 


SPECIAL  REVENUE 
Budgeted 
Actual 
Unspent  Budget 

ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget 


This  schedule  is 
financial  schedi 


DEPARTMENT  OF  REVENUE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  &  TRANSFERS  OUT  BY  OBJECT  &  FUND  -  BUDGET  &  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1994 


Director's 
Office    Operations 


Liquor 


Income  & 
Miscellaneous   Corporation    Property 
Tax Tax       Valuation 


Total 


PERSONAL  SERVICES 

Salaries 

t     659,395 

$1,581,531 

$  2,114,132 

S2, 486, 643 

$   830,164 

$  8,207,827 

$  15,879,692 

Hourly  Wages 

614 

614 

Other  Compensation 

13,853 

535 

14,388 

Employee  Benefits 

151.272 

415.735 

622.529 

672.211 

211.768 

2.277.371 

4.350.886 

Total 

810.667 

1.997.266 

2.751.128 

3.158.854 

1.041.932 

10.485.733 

20.245.580 

OPERATING  EXPENSES 

Other  Services 

81,681 

116,556 

2,005,651 

803,323 

204,249 

1,139,651 

4,351,111 

Supplies  &  Materials 

38,360 

48,514 

68,002 

115,212 

30,552 

274,862 

575,502 

Conmunications 

17,920 

20,807 

110,625 

335,280 

32,498 

438,491 

955,621 

Travel 

12,467 

1,731 

17,261 

25,787 

133,464 

185,789 

376,499 

Rent 

18,665 

53,180 

538,252 

89,723 

26,181 

87,724 

813,725 

Utilities 

83,194 

531 

83,725 

Repair  &  Maintenance 

18,273 

70,439 

73,891 

26,450 

26,636 

176,928 

392,617 

Other  Expenses 

6,213 

9,177 

20,314 

31,114 

5,584 

24,607 

97,009 

Goods  Purchased  For  Resale 

27.671.589 
30.588.779 

27.671.589 

Total 

193.579 

320.404 

1,426.889 

459.164 

2.328.583 

35,317.398 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


6,793 


6.793 


10,467 
10.467 


51,043 
3.851 


54.894 


66,615 


66.615 


25,508 


25.508 


315,854 


315.854 


476,280 
3.851 

480.131 


LOCAL  ASSISTANCE 
From  State  Sources 
From  Other  Income  Sources 
Total 


2,667,936 
2.667.936 


40,472,318    18,382,712     61,522,966 

31.654    31.654 

40.503.972    18.382.712     61.554.620 


TRANSFERS 
Accounting  Entity  Transfers 
Total 


15.208.606 
15.208.606 


15.208.606 
15.208.606 


DEBT  SERVICE 

Installment  Purchases 
Total 

TOTAL  PROGRAM  EXPENDITURES 


$1.011.039  $4.996.073   $48.603.407  $4.652.358 


298.517 
298.517 


298.517 


298.517 


$42.030.576   $31.811.399   $133.104.852 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  874,966  $1,715,241 

807.502   1.704.779 

$   67.464  $   10.462 


$4,006,033     $  1,303,330   $31,835,706   $  39,735,276 

3.984.053       1.301.402    31.811.399    39.609.135 

$   21.980     $     1.928   $    24.307   $    126.141 


SPECIAL  REVENUE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$ 
$~ 

3,543 
3.543 

0 

$2,901,712 

2.764.648 

$  137.064 

$ 
$~ 

$50,912,060 

48.603.407 

$  2.308.653 

671,668 

668.305 

3.363 

$ 
$" 

199,994 

199.994 

0 

$  526,646 

526.646 

$       0 

$46,098,737 

40.729.174 

$  5.369.563 


$  49,675,660 

44.165.670 

$  5.509.990 


$  51,638,700 

49.330.047 

$  2.308.653 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  beginning  on  page  A-10. 
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PERSONAL  SERVICE 
Salaries 
Other  Conpenss 
Employee  Benef 
Total 

OPERATING  EXPENS 
Other  Services 
Supplies  &  Hat 
Communications 
Travel 

Rent  I 
Utilities 
Repair  &  Haint 
Other  Expenses 
Goods  Purchase 
Total 

EQUIPMENT  AND  IN 
Equipment 
Total 

LOCAL  ASSISTANCE 
From  State  Sou 
Total 

BENEFITS  &  CLAIM 
From  State  Sou 
Total 

TRANSFERS 
Accounting  Ent 
Total 

DEBT  SERVICE 
Installment  Pu 
Total 

TOTAL  PROGRAM  EX 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget 

SPECIAL  REVENUE 
Budgeted 
Actual 
Unspent  Budget 

ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget 

NONEXPENDABLE  TR 
Budgeted     i 
Actual 
Unspent  Budget 
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DEPARTMENT  OF  REVENUE 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  S,   TRANSFERS  OUT  BY  OBJECT  8,  FUND 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1993 


BUDGET  8,   ACTUAL 


Director's 
Office 


Centralized      Data 
Services     Processing 


Liquor 


Natural 
Income      Resources  & 
Miscellaneous   Corporation    Property 
Tax Tax       Valuation 


Total 


PERSONAL  SERVICES 

Salaries 

S  909,074 

$   512,585 

$1,105,376 

%   2,223,054 

$2 

,380,359 

S   886,042 

$  8 

,072,284 

t   16,088,774 

Other  Compensation 

35,182 

35,182 

Employee  Benefits 

227. 9U 

133.645 

268.147 

611.546 

615.492 

211.898 

2 

.164.225 

4.232.867 

Total 

1.136.988 

646.230 

1.373.523 

2.869.782 

2 

.995.851 

1.097.940 

Ifi. 

.236.509 

20.356.823 

OPERATING  EXPENSES 

Other  Services 

189,239 

60,559 

39,579 

1,816,803 

889,880 

100,390 

944,405 

4,040,855 

Supplies  &  Materials 

29,099 

12,975 

8,067 

59,441 

70,076 

22,127 

284,321 

486,106 

Coranuni cat  ions 

35,158 

9,569 

7,523 

101,447 

334,229 

27,927 

424,811 

940,664 

Travel 

12,784 

1,920 

924 

22,900 

19,210 

139,156 

162,435 

359,329 

Rent 

36,199 

21,009 

27,528 

545,654 

70,789 

25,651 

90,503 

817,333 

Utilities 

87,272 

1,226 

88,498 

Repair  &  Maintenance 

14,425 

7,907 

33,651 

63,825 

31,144 

10,195 

112,416 

273,563 

Other  Expenses 

5,553 

167 

1,420 

6,867 

3,000 

6,603 

19,105 

42,715 

Goods  Purchased  For  Resale 

27,600,887 
30,305,096 

T 

27.600.887 

Total 

322.457 

114.106 

118.692 

.418.328 

332.049 

_l 

.039.222 

34.649.950 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  24.996 

Total  24.996 


100.658 
100.658 


13.089 
13.089 


5.361 


5.361 


175.822 
175.822 


319.926 
319.926 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


301 


301 


2.704.469 
2.704.469 


42.037.786 
42.037.786 


19.338.651 
19.338.651 


64.081.207 
64.081.207 


BENEFITS  &  CLAIMS 
From  State  Sources 
Total 


300 


300 


300 


300 


TRANSFERS 
Accounting  Entity  Transfers 
Total 


55.216.349 
55.216.349 


16.030.016 
16.030.016 


71.246.365 
71.246.365 


DEBT  SERVICE 

Installment  Purchases 
Total 


85.000 


85.000 


85.000 


85.000 


TOTAL  PROGRAM  EXPENDITURES 


t1. 485. 042    $58.681.154    $1.492.215   $49.305.552    $4.427.268    $43.473.136   $31.875,204   $190.739.571 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


775,306 

774.743 

563 


761,569 

760.336 

1.233 


$  931,395 

927.550 

$    3.845 


$3,997,879    $  1,220,464   $33,019,700   $  40,706,313 

3,981.190     1.217.557    31.875.204     39.536.580 

$   16.689    $    2.907   $  1.144.496   $  1.169.733 


SPECIAL  REVENUE  FUNDS 

Budgeted  $  191,741  $  2,815,000  $   72,336 

Actual                          175.213     2.704.469  72.336 

Unspent  Budget  Authority  $   16.528  $   110.531  $       0 


$  447,320 

446.078 

$    1.242 


$51,400,562 

42.255.579 

$  9.144.983 


$  54,926,959 

45.653.675 

$  9.273.284 


ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  535,086 

535.086 

$ 0 


492,329 
492.329 


$52,599,608 
49.305.552 
0   $  3.294.056 


$  53,627,023 

50.332.967 

$  3.294.056 


NONEXPENDABLE  TRUST  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$56,100,000 

55.216.349 

t   883.651 


$  56,100,000 

55.216.349 

$    883.651 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
schedules  beginning  on  page  A-10. 


Additional  information  is  provided  in  the  notes  to  the  financial 


Page  A-9 


Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1994 


Summary  of  Significant 
Accoonting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  Funds. 
In  applying  the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

State  accounting  policy  also  requires  the  department  to 
record  the  cost  of  employees'  annual  leave  and  sick  leave 
when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary 
and  Nonexpendable  Trust  Funds.   Under  the  accrual  basis,  as 
defined  by  state  accounting  policy,  the  department  records 
revenues  in  the  accounting  period  earned,  if  measurable,  and 
records  expenses  in  the  period  incurred,  if  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order 
before  fiscal  year-end,  but  not  received  as  of  fiscal  year-end; 
and  equipment  ordered  with  a  purchase  order  before  fiscal  year- 
end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  without  adjustment.   Accounts  are  organized  in  funds 
according  to  state  law.  The  department  uses  the  following  funds: 
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Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   The  department  uses  this  fund  primarily  for  Public 
School  Equalization,  Highways  Special  Revenue,  and  University 
Millage. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for 
the  payment  of  General  Long-Term  Debt  Principal  and  Interest. 
The  department  uses  this  fund  for  the  deposit  of  money  into  the 
Long  Range  Building  Program,  Coal  Tax  Bond  Fund,  Water 
Development  Bond  Fund,  and  the  Renewable  Resources  Bond 
Fund. 


Proprietary  Funds 


Capital  Projects  Fund  -  to  account  for  resources  used  for 
purchase  or  construction  of  major  capital  facilities.   The 
department  uses  this  fund  for  the  deposit  of  money  into  the 
Long  Range  Building  Program. 

Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises, 
where  the  Legislature  intends  that  the  department  finance  or 
recover  costs  primarily  through  user  charges;  or  (b)  where  the 
Legislature  has  decided  that  periodic  determination  of  revenues 
earned,  expenses  incurred  or  net  income  is  appropriate.  The 
department's  Enterprise  Fund  contains  the  Liquor  Division 
operation. 


Fiduciary  Funds 


Trust  Funds  -  to  account  for  assets  held  by  the  State  in  a  trustee 
capacity  or  as  an  agent  for  individuals,  private  organizations, 
other  governments  or  other  funds  (Nonexpendable  Trust  Funds). 
The  department's  Nonexpendable  Trust  Funds  include  the  Coal 
Severance  Tax  Permanent  and  Income  Funds;  Resource 
Indemnity  Tax  Trust;  Coal  Tax  -  Fish,  Wildlife,  and 
Parks/Historical  Society;  and  Common  School  Permanent  Trust. 
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2. 


Annual  and  Sick  Leave 


3.         Pension  Plan 


I.         General  Fund  Balance 


>.         Cash  Transfers 


Coal  Severance  Tax 
Transfers 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  accompanying  financial  schedules.    In 
the  Enterprise  Fund,  the  increase  in  annual  and  25  percent  of  the 
increase  in  sick  leave  are  recognized  as  nonbudgeted  expenses 
when  the  related  liability  is  recorded  at  year  end.   The  depart- 
ment absorbs  expenditures  for  termination  pay  in  its  annual 
operational  costs.   At  June  30,  1994,  the  department  had  a 
liability  for  annual  and  sick  leave  of  $2,148,938. 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).   The  department's  contribution  to 
PERS  was  $1,032,485  in  fiscal  year  1992-93  and  $1,154,714  in 
fiscal  year  1993-94. 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.  Thus,  on  an  agency's  schedules,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be 
zero. 


The  Department  of  Revenue  collects  revenue  for  accounts 
administered  by  other  state  agencies.   To  move  the  cash  collected 
to  the  administering,  or  spending,  agency  and  to  prevent 
recording  revenues  and  expenditures  twice,  a  Cash  Transfer  Out 
is  recorded  on  the  department's  SBAS  records  and  Cash  Transfer 
In  is  recorded  on  the  administrating  agencies'  SBAS  records. 


Under  legislation  passed  during  the  November  1993  special 
session,  $31.1  million  was  transferred  from  the  Coal  Tax  Bond 
Fund  to  the  Coal  Tax  Permanent  Fund.   This  resulted  in  $31.1 
million  in  non-budgeted  transfers  in  and  transfers  out  within  the 
Nonexpendable  Trust  Fund  in  the  fiscal  year  1993-94.   The 
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department  also  transferred  $9.8  million  in  coal  tax  revenue  to 
both  the  Treasure  State  Endowment  and  the  Coal  Tax  Permanent 
Fund  of  the  Nonexpendable  Trust  Fund  in  fiscal  year  1993-94  as 
required  by  state  law. 


7.         Litigation  -  Coal 

Severance  and  Gross 
Proceeds  Taxes 


The  Crow  Tribe  filed  suit  in  1978  in  federal  district  court 
seeking  a  declaration  that  Montana's  coal  severance  and  gross 
proceeds  taxes  are  invalid  as  applied  to  the  production  of  coal  on 
the  Crow  Reservation  and  to  the  production  of  coal  owned  by 
the  Tribe  located  in  an  off-reservation  area,  known  as  the  "Crow 
ceded  area"  or  "ceded  strip,"  which  lies  roughly  between  the 
northern  boundary  of  the  reservation  and  the  Yellowstone  River. 


In  January  1983,  the  court  ordered  Westmoreland's  future 
severance  tax  payments  placed  in  escrow  pending  the  outcome  of 
the  litigation. 

In  June  1987,  the  Ninth  Circuit  Court  of  Appeals  ruled  that 
Montana  is  preempted  from  applying  its  severance  and  gross 
proceeds  taxes  on  coal  within  the  "ceded  strip"  held  in  trust  for 
the  Crow  Tribe  and  on  coal  mined  on  the  reservation.   In 
January  1988,  the  United  States  Supreme  Court  summarily 
affirmed  the  Court  of  Appeals'  judgement. 

As  a  result  of  the  Supreme  Court's  affirmance,  two  principal 
issues  remained  in  the  case,  one  of  which  has  been  resolved. 
Escrowed  funds  totaling  $30.1  million  were  distributed  in  May 
1989  to  the  United  States. 

The  second  issue,  which  remains  to  be  resolved,  is  the  Tribe's 
claim  for  tax  moneys  paid  by  Westmoreland  to  the  State  but  not 
escrowed  and  Westmoreland's  claim  for  the  same  amounts.  The 
State  requested  summary  judgement  with  respect  to  the  Tribe's 
claims  for  the  nonescrowed  moneys  in  November  1989,  but  its 
motion  was  denied  in  December  1990.   The  State  thereafter 
sought  certification  from  the  District  Court  to  appeal  such  denial 
pursuant  to  28  USC  Section  1292(b),  and  certification  was 
granted  by  the  Ninth  Circuit  in  July  1991.   However,  in  July 
1992  the  Court  of  Appeals  determined  that  leave  to  appeal  had 
been  improvidently  granted  and  dismissed  the  appeal.  The  State 
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believes  its  defenses  to  the  Tribe's  restitution  claim  have  merit, 
but  the  issues  are  novel  and  their  resolution  cannot  be  predicted 
with  certainty. 

The  sum  of  all  the  nonescrowed  coal  severance  tax  moneys, 
exclusive  of  interest,  is  approximately  $48  million.   If  the 
interest  on  such  moneys  is  eventually  awarded,  their  amount  will 
increase  substantially.   In  May  1989,  the  Tribe  estimated  the 
State's  liability  for  interest  at  approximately  $110  million.   If  the 
State  is  eventually  held  liable  for  paying  interest,  the  actual 
amount  will  depend  upon  the  interest  rate  judged  appropriate 
and  the  time  period  over  which  it  is  calculated.   Consequently,  if 
the  State  is  held  liable  for  the  interest,  the  actual  amount  may 
vary  significantly  from  the  Tribe's  last  estimate. 


Property  Appraisals 


In  October  1994,  the  state  lost  a  lawsuit  concerning  the  taxability 
of  certain  property.  In  October  1994,  $1,000,000  was  set  aside  to 
pay  back  the  people  affected  by  this  decision.  The  affect  of  this 
loss  is  to  reduce  the  General  Fund  balance  by  $1,000,000. 


S.         Gain  Contingencies 


Certain  natural  resource  and  corporation  tax  assessments  are  not 
reported  on  the  State's  financial  statements  because  they  are 
being  protested  administratively.   As  of  June  30,  1994,  the 
following  assessments  (by  fund  type)  were  outstanding  (in 
thousands): 


Taxes 

Corporation 
Coal  Severance 
Oil  &  Gas 

Resources  Indemnity 
Totals 


Special 

Debit 

Nonexpendable 

General 

Revenue 
$  913 

Service 
$336 

Trust 

$3,738 

$    0 

3,259 

6.993 

201 

10,722 

2,771 

0 

0 

0 

0  . 

149 

0 

188 

$9.768 

$8,055 

$537 

$10,910 

Collectability  of  these  contingencies  is  dependent  upon  the 
decisions  of  the  court,  other  authorities,  or  agreed  upon 
settlements. 
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State  of  Montana 

Marc  Racicot,  Governor 


Department  of  Revenue 

Mick  Robinson,  Director 

December  15,  1994 


P.O.  Box  202701 


Helena,  Montana  59620-2701 


OJiJJL,.  , 
J 


Mr.  Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,  Montana   59604 

RE:       1993-1994  Legislative  Audit 

Dear  Mr.  Seacat: 


The  Department  of  Revenue  responses  to  the  audit  recommendations  are  as  follows. 

Recommendation  #1    We  recommend  the  department  implement  procedures  to  ensure 
inventory  records  accurately  reflect  the  receipt,  transfer  and  shipment  of  inventory 
stock. 

Concur:    Warehouse  inventory  counting  procedures  and  product  receiving  procedures  will  be 
put  in  writing  as  well  as  continuing  the  oral  instruction  that  occurs  now.    Procedures  will  also 
be  put  in  place  to  verify  that  reports  indicating  perpetual  inventory  amounts  all  correspond  so 
that  possible  entry  errors  or  omissions  can  be  identified  soon  after  they  happen  without  having 
to  wait  for  semi-armual  physical  inventory  counts  to  identify  that  there  is  a  problem. 


Recommendation  #2   We  recommend  the  department  analyze  the  potential  for  cost 
savings  in  shipping  liquor  to  stores. 

Concur:     Since  federal  law  concerning  deregulation  of  transportation  goes  into  effect  on 
January  1,  1995,  the  basis  for  determining  shipping  costs  under  auspices  of  the  Public  Service 
Commission  will  change.   PSC  will  no  longer  have  authority  to  set  common  carrier  rates. 
The  Liquor  Division  will  negotiate  a  contract  with  carriers  that  currently  freight  for  the  liquor 
division  for  a  period  of  one  year.    After  the  deregulation  dust  settles  we  will  solicit  bids  for 
shipments  to  stores  and  select  a  carrier  or  carriers  who  can  demonstrate  reliable  service  at  the 
lowest  cost  to  the  state. 
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Recommendation  #3    We  recommend  the  department  revise  liquor  store  audit  programs 
to  document  procedures  followed  in  a  physical  count  of  inventory. 

Concur:    The  liquor  store  audit  program  is  being  modified  to  put  in  writing  specific 
procedures  to  be  followed  in  a  physical  count  of  inventory.   Those  procedures  are  currently 
communicated  orally.    In  addition,  auditors  will  be  required  to  document  procedures  followed 
during  the  physical  inventory  count. 


Recommendation  #4   We  recommend  the  department  work  with  OBPP  to  implement  a 
budget  which  directs  the  transfer  of  net  proceeds  from  the  operations  of  state  liquor 
stores  as  required  by  law. 

Concur:    The  executive  budget  proposal  for  the  1997  biennium  transfers  all  profits  to  the 
General  Fund  and  budgets  in  the  General  Fund  non-liquor  operations  that  were  previously 
budgeted  directly  in  the  Enterprise  Fund.   The  executive  budget  proposal  for  the  1997 
biennium  budgets  in  the  Enterprise  Fund  the  direct  costs  of  liquor  store  operations  and 
appropriately  allocated  indirect  costs  provided  by  other  department  entities. 


Recommendation  #5   We  recommend  the  department  request  legislative  clarification  of 
liquor  merchandising  costs  limited  to  15  percent  of  net  sales. 

Concur:    The  executive  budget  proposal  for  the  1997  biennium  restates  the  language  that 
limits  liquor  merchandising  costs  to  15  percent  of  net  sales  to  include  indirect  costs  associated 
with  services  other  department  entities  provide  for  liquor  merchandising.   The  executive 
budget  proposal  also  includes  the  use  of  depreciation  expense  as  a  merchandising  cost  so  that 
the  department  can  evaluate  equipment  investments  over  the  useful  life  of  the  equipment. 


Recommendation  #6   We  recommend  the  department  distribute  income  tax  collections 
and  refunds  in  accordance  with  state  law. 

Concur:    The  department  makes  every  effort  to  distribute  all  taxes  according  to  state  law. 
Reconciliations  and  evaluations  of  accounting  reports  are  regularly  performed  in  an  effort  to 
assure  that  the  distributions  were  made  correctly.    Minor  errors  were  discovered  after  the  final 
year-end  reports  were  compiled  for  Fiscal  Year  1993  and  1994.    The  accounting  staff  made 
the  adjustments  for  FY93  in  FY94,  and  the  FY94  adjustments  in  August  1994.   The 
adjustments  were  brought  to  the  attention  of  the  legislative  audit  staff. 
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Recommendation  #7   We  recommend  the  department: 

A.         Seek  legislation  to  repeal  section  15-1-105,  MCA. 

A  -  Concur:    The  department  is  seeking  legislation  to  repeal  §  15-1-105,  MCA.  It  is  LC  240. 


Recommendation  #8   We  recommend  the  department  work  with  the  Board  of 
Investments  to  increase  the  investment  earnings  on  the  debt  service  reserve  maintained 
in  the  coal  tax  bond  fund. 

Concur:    The  department  will  work  with  the  Board  of  Investment  to  determine  if  it  is 
possible  to  increase  the  investment  earnings  on  the  debt  service  reserve  maintained  in  the  coal 
tax  bond  fund.    Statutory  language  does  not  appear  to  exist  that  would  prohibit  the  Board  of 
Investment  from  investing  a  portion  of  this  money  in  longer  term  securities. 

The  Department  of  Natural  Resource  and  Conservation  (DNRC)  is  being  included  in  the 
discussion,  since  the  bond  indentures  may  specify  the  type  of  securities  in  which  the  monies 
can  be  legally  invested.   DNRC  has  been  contacted  and  is  reviewing  the  agreements. 

If  the  monies  are  invested  in  long-term  securities,  there  is  a  possibility  that  a  loss  could  occur 
if  the  money  was  needed  immediately  and  the  investments  had  to  be  sold  quickly.    The 
possibility  of  a  loss  of  funds  may  not  allow  this  type  of  investment  strategy. 


Recommendation  #9   We  recommend  the  department  improve  the  flow  of  financial 
information  between  royalty  audit  program  and  accounting  personnel  division  to  ensure 
all  revenue  is  recorded  by  fiscal  year-end. 

Concur:  The  accounting  bureau  has  started  receiving  copies  of  the  Federal  Reimbursement 
Requests  that  are  being  billed  out  monthly  by  the  royalty  audit  program.  The  amount  billed 
to  the  Federal  Government  is  currently  being  used  to  establish  the  receivable. 


Recommendation  #10   We  recommend  the  department: 

A.  Obtain  interentity  loans  as  needed  in  compliance  with  state  law. 

B.  Investigate  alternative  procedures  to  ensure  prompt  reimbursement  of  grant 
expenditures. 
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A  -  Concur:    The  department  obtains  loans  for  all  negative  cash  balances,  when  necessary. 
Recently,  the  department  increased  the  loan  for  the  royalty  program  and  will  request 
additional  amoimts  in  the  future,  when  necessary. 

B  -  Concur:    The  department  continues  to  explore  alternative  procedures  in  securing 
reimbursement  in  a  more  timely  manner.   A  letter  of  credit  has  been  declined  in  previous 
requests,  but  the  department  will  continue  evaluating  this  and  other  alternatives. 


Recommendation  #11    We  recommend  the  department  establish  security  procedures 
within  the  income  tax  computer  system  to  prevent  or  detect  improper  access  to  tax 
information. 

Partially  Concur:    The  department  has  recognized  the  enhanced  security  would  be  desirable 
and  to  that  end  has  prepared  a  service  request  to  have  appropriate  programming  modifications 
made  to  it's  major  processing  system.   Regrettably,  the  press  of  essential  programming  needs 
necessary  to  critical  daily  operating  needs  have  continued  to  consume  all  available 
programming  resources. 

The  department  takes  very  seriously  the  responsibility  of  preserving  taxpayers'  rights  of 
privacy  and  has  instituted  a  number  of  measures  to  compensate  for  the  lack  of  such 
programming.   The  department  continually  counsels  Division  employees  on  statutory 
requirements,  requires  new  employees  to  acknowledge  these  job  requirements  by  signing  a 
"Disclosure  of  Information"  statement  (attached),  promulgated  strict  regulations  limiting 
access,   established   strict  protocol   and  of  course,  relies  on  the  integrity  of  Division  staff. 
We  believe  this  interim  approach  has  worked  very  well  and  will  continue  to  prevent 
imauthorized  disclosures  until  such  time  as  programming  changes  can  be  made. 


Recommendation  #12   We  recommend  the  department  consider  seeking  legislation  to 
repeal  laws  regulating  the  price  of  cigarettes. 

Partially  Concur:    The  department  agrees  that  the  laws  regulating  the  price  of  cigarettes 
should  be  repealed.    The  duties  assigned  imder  Title  16,  Chapter  10,  are  incongruent  with  the 
department's  normal  role  of  appraisal,  assessment,  and  collection  of  taxes.   In  addition  to 
consuming  resources  that  might  otherwise  be  addressed  to  revenue  generating  activities,  our 
experience  has  shown  the  department  lacks  expertise  in  the  area  of  regulating  Montana's 
marketplace. 

Recent  rule  writing  and  enforcement  efforts  have  consumed  inordinate  amounts  of  time  with 
no  direct  correlation  to  increased  tax  revenues.    The  department  would  welcome  the 
Legislative  Audit  Committee's  interest  in  sponsoring  the  legislation  and  would  encourage  -  if 
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not  the  repeal  of  these  requirements,  then   the  transfer  of  this  regulatory  function  to  an 
Agency  of  state  government  with  the  expertise  and  mission  of  market-place  regulation  or 
protecting  consumer  interest. 

Thank  you  for  your  courtesy  on  the  audit.    If  I  can  be  of  further  assistance,  please  let  me 
know. 


Sincerely, 


'MICK  ROBINSON 
Director 
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